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KEY ECONOMIC INDICATORS: GERMANY EXCHANGE RATE AS OF 11/16/81 
U.S. $1.00 = DM 2.2392 


percentage change 
1980 1981 1/ 79/78 80/79 81/80 2/ 


INCOME, PRODUCTION, EMPLOYMEN' 

GNP at current prices (DM bi Tl.)1st & 2nd Q/81 1,491.9 
Private consumpt 821.6 
Gove rmment consumption 303.5 
Fixed investment 351.0 

GNP at 1970 prices (DM bill.) lst & 2nd 0/81 896. 

GNP price deflator 

er capita GNP, current prices (DM bill.)5/81 24, 

isposable income (DM bill.) 6/81 

avings as % disposable income 6/81 

Employment (1,000s) of wage salary 


g 2 
/2Q} 


earners, industrial 8/81 

Unemployment rate 3/ 10/81 

Productivity gain 4/ 6/81 

Indices: im 
New industrial orders, value ( (1976-100) 8 /81 
Industrial production (1976=100) 8/8 
Retail sales value (1970=100) 8/81 
Industrial wages per employee (1970=100) 7/81 
Cost of living (1976=100) 9/81 
Industrial prices (1976=100) 9/81 

MONEY 

Money supply (M ];DM bill.) 

Domestic credit outstanding (DM 

Federal debt outstanding, domest (DM bill.) 
*9/81 

Annual federal debt service (DM bill.) 12/8 

External debt (DM bill.) *9/81 

Interest rate, Central Bank *11/81 

Interest rate, Special Lombard*11/81 

Interest rate, Conmm' Bank med. term *10/81 

BALANCE OF PAYMENTS AND TRADE 

Gold and foreign exchange reserves (DM bill.) 
*10/81 

Balance of payments (basic balance, DM bill.) 
9/81 

Balance of trade (DM bill.) 9/81 ; ; 
Exports, FOB (DM bill.) 9/81 50. ‘ 10.4 a 
U.S. share (DM bill.) 9/81 : ; 2.9 See 
Imports, CIF (DM bill.) 9/81 ; 19.8 16.9 
U.S. share (DM bill.) 9/81 Zi. 16.3 26.8 

Main Exports to U.S.,Jan.-Aug. 1981: (S$ mill.) Motor ‘eiisee 2,053; Machinery 1,394; 

Chemicals 924; Electrical equipment 534; Optical and precision mechanical products 235. 

Main Imports from U.S.,Jan.-Aug. 1981:($ mill.) Machinery 1,400; Chemicals 1,386; Electrical 

equipment 1,013; Edible fats and oils 948; Aircraft 867. 
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1/ Cumulative through latest date shown, except for items marked *. 2/ 1981 through latest 
date shown over the same period in 1980, except for items marked *. 3/ As percent of 

labor force; 1981 seasonally adjusted. 4/ Increase in real domestic product per worker. 
NOTE: Items marked * are as of year end 1980, and as of latest month shown for 1981. 1981 


percentage changes indicate changes of latest date shown over comparable date in 1980. 





SUMMARY * 


The West German econamy has been unable to mount sustained growth in output 
since the first quarter of 1980. Real GNP declined sharply in the second 
quarter of that year and has been stagnating since. The latest projection 
of the German Economic Research Institutes foresees continued stagnation 
for the remainder of 1981, with GNP declining by about 1 percent for the 
year as a whole. 


Of the several components of GNP, only the foreign trade sector provided 
significant stimulus to the economy during the current business cycle. The 
balance of trade turned up in the third quarter of 1980 and has been up 
sharply during 1981. Thus far, all of the improvements came in merchandise 
trade. Strong merchandise trade performance should help the current account 
show a modest improvement this year in comparison with 1980 results. Most 
projections by economic observers in Germany foresee continued improvement 
On current account next year, led by continued strong growth in merchandise 
exports, eSpecially to OPHC countries. 


The majority of Germany's Economic Research Institutes expect export growth 
to help the West German economy to recoverthis year, and help lead the way 
to a modest improvement in real GNP. 


Although the FRG consumer price index has climbed from 5.8 percent in January 
to 6.8 percent in October, year over year, Germany's price performance still 
looks good in international comparison. Moreover, there is solid reason to 
believe with a stable or rising DM, price performance will improve this year. 
Most observers project that the CPI will be up 4.5 percent for 1982. 


Unemployment has been a major problem for the German economy. Most observers 
believe it will remain a problem next year. The politically sensitive level 
of 1 million unemployed was crossed in December of 1980. Average unemploy- 
ment for 1981 will be more than 1.2 million and is generally predicted to 
increase further this year and stay painfully high (1982 average unemployment 
est. 1.5 million) during the whole year. A demographically determined 

surge of new entrants over the next few years complicates a solution to the 
problem. 


*This report was compiled in late 19%1. 





Recipes onygtt and an expensive social welfare system have contributed 
udget deficits at all levels of government during the past three 


- 


While the Federal budget has been in deficit this year and the level 
of the deficit has increased from projections made during 1980, it is hoped 
that the 1982 budget will achieve the goal of reversing the trend toward 
even more borrowing. 


netary policy has been exceptionally tight since February of 1980 when the 
Lombard lending window (9 percent) was closed and replaced by a Special 
Lombard rate of 1: it. In October of 1981, the Special Lombard rate was 
reduced by entag int to 11 percent, but real interest rates remain 
high, and monetary growth is in the lower portion of the Bundesbank's target 
range. (Seasonally adjusted Central Bank money is presently growing at an 
annual rate of about 4 percent in comparison with the last quarter of 1980. 
The rate of increase has been oa over the last six months.) The 
Bundesbank has said its objective is to keep growth in the lower part of its 
target range (4-7 percent). 


m™, 


To the degree projections prove accurate, 198 


a 


and 1982 will not 


be among the better years for the German economy. Nevertheless, it is 

important to see the German economy's performance in the context of inter- 
national comparison and long-term comparison against its own post-war 
performance. In this context, Germany's international competitiveness, 

good price performance, and the demonstrated capacity of the economy to 

adapt to changed circumstances emerge. These factors promise the businessperson 


with a long-term view an opportunity to do business in a dynamic and 
open economy 





PART A -— CURRENT ECONOMIC SITUATION AND TRENDS 


Stagnation in GNP Growth Likely to Continue for the Rest of 1981 


GNP growth in Germany has been stagnant now for more than a year. The second 
oil price shock of 1979-80 hit the FRG exceptionally hard. During the first 
Oil price shock a strong DM reduced the impact of the oil price rise on 
Germany. A weak DM, beginning late 1980 and stretching through September 
1981, has intensified the impact of higher oil prices on the German economy 
this time around. 


The real resource transfer to OPEC, and the terms of trade effect of a weak 
DM, i.e.,reduced purchasing power, helped keep internal demand weak in the 
German economy this year. The savings rate was also up somewhat. Private 
consumption in the second quarter of this year was only slightly higher than 
the level it achieved in the third quarter of 1979 amd has been falling 
through the first half of 1981. 


Several industrial sectors have been particularly hard hit, including the 
garment industry and chemicals. The index of overall industrial production 
fell 3 points in the second quarter of 1980, 2 more points in the third 
quarter, and has been stagnating for four quarters since. 


Real investment in equipment hardly grew at all during 1980 amd has declined 
in real terms during 1981. Building investment, seasonally adjusted and 
adjusted for inflation, also has been stagnating. In the second quarter of 
1981 it was no higher than the level it achieved in the second quarter of 
1980. Real government consumption turned down sharply in the second quarter 
of this year as well. 


This leaves merchandise exports as the only bright spot in the present economic 
landscape. Most economic observers believe that the competitiveness of German 
exports improved this year against Germany's international trading partners as 

a result of strong price performance and the sharp swing in the Dollar/DM 
currency rate. Germany's exports increased particularly sharply to OPEC and 

to the United States, but growth in exports to non-OPEC developing countries 

was also excellent. Moreover, the backlog of orders is such as to indicate 
continuing strong export performance over the next few months. 

But exports alone have not been able to carry the economy out of its 
present slump. There is little question that export performance kept 
the slump from being worse than it has been, Generally, weak internal 
demand has determined the evolution of the economy, and strond exnert 
performance has not been able to change that picture. 


Why Has the German Economy Been Weak? 


There are many reasons put forward for the current weakness in the 
German economy. Clearly, the oil price rise has had its effect. The 
sharpness of the rise and the intensification of its effect on Germany 
because of a strong dollar are the basic causes of present weakness. 





The large budget deficit and the deficit on current account are also clear 
indications of festering economic problems. 


Germany moved from a DM 17.6 billion surplus on current account in 1978 toa 
DM 29.96 billion deficit in 1980. Again, the price of energy played its role, 
but clearly, German products had lost some of their campetitiveness both 
internationally and in the domestic market. Not enough was being earned from 
merchandise trade to cover the growing deficits on services and foreign 
transfers. 


During the three years 1979 - 1981 the FRG's consolidated budget deficit grew 
quickly to a large absolute size. In 1979, the consolidated budget deficit 
of all levels of government was DM 45.9 billion, 3.3 percent of GNP. By 1981, 
the consolidated budget deficit had grown to an estimated DM 73.3 billion, 
about 4.7 percent of estimated GNP. 


While much of the growth in the budget deficit during late 1980 and for all 

of 1981 was linked to the effects of a weak economy on tax receipts, government 
transfers and expenditures, especially for unemployment payments, the German 
Council of Economic Experts identified a "structural budget deficit," about 

DM 40 billion in 1981, which would not disappear when the economy improved. 


The West German Government recognized the problem of the growing budget deficit 
and has proposed a 1982 federal budget which has as one of its main goals to 
break the trend toward even larger requirements for government borrowing. 

It will be doubly hard to achieve this goal in present economic circumstances, 
as payments for unemployment insurance and welfare rise with the growing 
unemployment throughout next year. 


Interest Rates 


Real interest rates in Germany have been very high by historical standards 
since February 1981 and have clearly played a role in dampening economic 
activity. In its latest report, the German Council of Economic Experts 
identified several reasons for high German interest rates: the requirement 
to fund a large deficit on current account, the necessity to defend the value 
of the DM and protect the economy fram further imported inflation, the loss 
of international confidence in German economic management because of growing 
budget deficits, and the generally high level of interest rates prevailing 

in the economies of other industrial countries. 


Fiscal Policy 


ing 1981,much attention was lavished on the German budget deficit. 
rapid growth over the last three years, and its absolute size 

general budget deficit an estimated 4.7 percent of GNP in 1981) was 

source of concern for both the government, and the government's 
critics, 4n attempt to reduce the requirement for ever larger new 
borrowing became one of the fundamental goals of the 1982 budget. The 
government proposed a 1982 budget to the Bundestag which is to keep 
new borrowing to DM 26.5 billion, 





a decided turnaround from the estimated DM 38 billion in new borrowing 
necessary to finance the 1981 budget. As unemployment grew more quickly 

than expected, and the economy continued to bump along at the bottom of 

a growth recession, the goal of reducing new borrowing in 1982 seemed 

more difficult to achieve. 


The Value of the D-Mark 


The German economy is much more export dependent than the American economy. 
German exports of goods and services are 28.9 percent of its GNP. This 
fact makes the external value of the DM a crucially important variable 
for Germany. Perhaps the main economic event this year for Germany was 

the weakness of the DM against the dollar. 


In September 1980, according to Bundesbank statistics, it took DM 1.7895, 

on average, to buy a dollar. By August of 1981, it took, on average, 

DM 2.5010 to buy a dollar. In less than a year, the DM lost almost 40 
percent in value against the dollar. In November, as this report is being 
written, the DM has recovered some of the ground lost against the dollar 
and is trading at around DM 2.20 at mid-month. 


On the positive side, most observers agree that the depreciation of the DM 
against the dollar combined with Germany's generally good price performance 

gave a strong impetus to German exports. At the same time, imports became 

more expensive for the German consumer, so demand for them declined. This 
helped achieve what most observers feel is a turnaround on current account, 


On the negative side, a weaker DM opened the gates to imported inflation. 
Somer observers in Germany, where there is great sensitivity to the inflation 
rate, talked of a threat that Germany would be caught in a "vicious circle" 
of depreciation, inflation, further depreciation. The fall in the value of 
the DM also reduced the overall purchasing power in Germany and contributed 
to the decline in internal demand. With the apparent recovery of the DM in 
the fall and evidence of improved current account performance, the "vicious 
circle" seems to have been avoided. 


Unemployment 


Clearly, one of the most significant problems for the German economy is 
unemployment. By October of 1981, the number of unemployed, seasonally 
adjusted, stood at 1.464 million. Unemployment rose to this level faster 
than most observers believed likely. It is projected to grow throughout 
most of 1982. Unemployment in the construction industry is particularly 
heavy, aS building plans have been cut back because of high interest rates. 


While the intensity of the unemployment problem has no doubt been increased 
by inadequate economic growth, there is also a structural side to the unem- 
ployment problem - a demographically determined surge of new entrants, 
problems in distribution of skills in an economy undergoing rapid change, 
difficulties in the steel industry, etc. - which will complicate a solution. 





Agricultural Sector 


The 1981 growing season for Germany was characterised by generally favorable 
conditions, though an abnormally cold mid-April and early June affected 
winter rye, barley and fruit production. 


Total grain production will be about ni11i MI, or 1.4 percent down 
from the 1980 level. The drop in this year's grain reage was mitigated 
somewhat by increased yields of mer grains. e unfavorable spring weather 
also led to drastic declines in 1981 apple pear production, down 47 and 

37 percent, respectively. Other deciduous fruit iffered in varying degrees. 
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Agricultural imports from the United States 

during the first six months of calendar year 31, down alaoee de 
the comparable period of last year. This decrease can be attribut 

to the climb in the va f the dollar against the Deutsche Mark earlier this 


year. 


Percentage changes by major cammodity categori >xperienced during the first 
half of 1981 are: oilseeds and products (-10 percent); nongrain feeds (+19.5 
percent) ; ain and rice (+19.2 percent); fruits and vegetables (-15.5 percent) ; 
raw tobacco (+8.7 percent); cotton Serpe ; hides and skins (-29.3 


4 


; 
percent); and tallow and greases (-29.1 f¢ 


How Is Germany Adapting to Changed External Circumstances? 





There are several indications that the German economy is using the present 
period of slack economic growth to make some necessary adaptations to the changed 
external circumstances. 


-—-- Oil consumption has fallen sharply. Oil imports during the first three 
quarters of 1981 were off 18 percent on the same period of 1980. 





--- Investment in improved production methods to retain international 
competitiveness is found by investment surveys to be the primary 
motive for new investment. 


Since investment has not fallen off as much as would seem to be 
necessary in light of poor profit performance, most firms seem to 
be straining to make investments despite poor profit results. 


The government has tried to identify the adaption problem and 
encourage its solution by incentives to investment incorporated in 
the budget. 


Thus, there is good reason to expect that the German economy will emerge 


strong and with a strengthened ability ‘or international competitiveness 
after the present period of weakness. 


Outlook 


The crucial factor in most judgements on economic performance this year is 

how much stimulus the German economy will get from exports. As this report 

is written (November 1981), there has been a trend for both qovernment and 
private observers of the economy to shift their projections for real 

growth during 1982 downward fram 2 percent toward 1 percent. 


The key reason for these adjustments has been the slowness of recovery from 
present growth stagnation. Most observers had expected a quick, sharp 
recession followed by a strong recovery. This has not occurred. 


The exact level at which growth estimates for this year are made seems to 
depend importantly on judgements on growth in exports and expansion in 
international trade. Observers such as the Economic Research Institutes 
in their Fall Report who see strong growth in international trade (+3 
percent), with Germany gaining more than proportionally from export growth 
(+5 percent), project real GNP growth of +1 percent. 


Economic researchers who are more pessimistic on the recoveryof the international 
economy, and therefore the growth in trade volume, such as the Kiel Economic 
Research Institute, tend to make more pessimistic growth projections for 

German GNP this year. 


Most projections do not expect much impulse to came fram the internal FRG 
economy as private consumption grows only marginally, if at all. On the 
investment side, the Institutes expect only a trend toward more investment 
in inventory, as business confidence gradually improves and interest rates 
fall, to help the economy. Both investment in equipment and construction are 
expected to fall in comparison to 1981. Government consumption is presumed 
to be under tight scrutiny, since efforts to reduce public borrowing are 
expected to continue. This leaves only foreign trade performance and modest 
inventory build-up to lead the economy back toward growth. 
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PART B - IMPLICATIONS FOR THE UNITED STATES 





Clearly, if projections prove accurate, 1982 will not be one of the 
better years for the German economy. The Economic Research Institutes 
project German imports to grow more slowly than exports for the first 
half of the year, and only to pick up during the second half. Nevertheless, 
growth of imports year over year should be better than this year, so 
there is a reasonable hope that Germany will continue to offer an 
attractive market for U.S. exports, despite projections for sluggish 
economic growth this year. 


For businesspeople with a longer term view, business with Germany retains 
many advantages: a solid economy with a strong commitment to free trade, 
a large and stable market of people with tastes and needs similar to 

our own; competent economic management and a talented, hard working labor 
force; a stable political system;and an enviable record of a stable 
currency with low rates of inflation. 


Specific Opportunities 


With regard to specific opportunities, a recent market research survey on 
laboratory instruments, commissioned by the U.S. Department of Commerce, 
revealed that the German demand for analytical instruments used in 
laboratories has shown a steady and impressive growth over the past years. 
The market size rose by more than 10 percent from $424 million in 1979 

to $470 million in 1980. Forecasts for the market in 1985 arrive ata 
value of $660 million, implying an annual increase of about 7 percent in 
the five-year period from 1980 to1985. A copy of the survey (ITA #81- 
11-502) is available from Commerce Department's sales office in Virginia - 
National Technical Information Service, Springfield, Va. 22161, priced 

at $15. 


The U.S. is the leading supplier to the German market for laboratory 
instruments. In 1980, the U.S. sold $91 million worth of laboratory 
instruments to Germany, that is more than twice as much as the closest 
competitor, Switzerland. Official trade statistics reveal only part of 
American dominance in the German market. U.S. superiority in this market 
can be largely attributed to the U.S. lead in electronics, U.S. achieve- 
ments in the field of optical measuring methods, and the well-established 
U.S. marketing networks in Germany. These factors will help maintain 

the strong U.S. position in Germany in the future despite the weakened 
competitive power of U.S. suppliers due to the strong dollar. We believe 
that prospects for U.S. sales of laboratory instruments in Germany are 
bright. 


Sales of industrial process controls (IPC) in Germany are also showing an 
impressive upward trend. The total market for IPCs rose by 23 percent 
from 1979 to 1980. A conservative estimate for yearly sales by 1985 


is $2,995 million. This figure implies a growth rate of 14 percent 
annually. 





Sales of process control camputers and peripheral equipment will rise by 
more than 20 percent annually fram $250 million in 1980 to $655 million in 
1985. The market for electronic/electric instruments - the largest sub- 
segment of this product category - will grow by almost 15 percent per year 
and should achieve total sales of $1,830 million by 1985. 


Sales of non-electronic/non-electric instruments and control valves will 
develop samewhat more slowly, exhibiting growth rates of between 6 and 7 
percent annually through 1985. 


Public utilities (mower, cas and water works) and the chemical industry 
are by far the most important end-user sectors for IPCs. These industries 
accounted for 48 percent of thetotal demand for IPCs in 1980. Estimates 

indicate that these two sectors will maintain their relative importance 

through 1985. 


Government Procurement 


Government agencies are among the largest single purchasers of goods in 
Germany. Since the MIN Agreements on Government Procurement (which requires 
federal government entities to invite bics as well as to select suppliers on 
the basis of non-discriminatory regulations) came into force in January 1981, 
foreign suppliers have had an intemational guarantee of equal access to the 
government procurement market. During the first half of 1981, tenders which 
fell under the MTN Code were published by the "Bundesamt fuer Wehrtechnik und 
Beschaffung" (Armed Forces Procurement Office) and by the "Posttechnisches 
Zentralamt" (Central Technical and Procurement Agency for Postal Services). 
The German Government has been in the market for office equipment, clothing, 
bicycles and fuel. 


In addition, the demand for high-technology products such as computers and 
medical equipment, generally at the state and local levels, also provides 
goods prospects for foreign suppliers, since the spirit of non-discriminatory 
procurement practices applies to procurement at these levels as well. 


U.S. Government-Sponsored Activities 


As in years past, the U.S. Government continues to sponsor a growing number 

of American group exhibits at leading German international trade 

fairs. Among the 1982 events will be again, the annual Inter- 

national Green Week Fair in West Berlin and the bi-annual ANUGA World 
Food Fair Market in Cologne, under the sponsorship of tne U.S. Department 
of Agriculture, Foreign Agricultural Service and the Foreian Commercial] 
Service. 


The U.S. Department of Commerce will sponsor American group exhibits at 
German fairs featuring computers, data-nrocessing ecuipment, clothing 
and apparel, textiles, and sporting goods. One of the largest and most 
important American group exhibits will be held at the Hanover Fair, 
April 21-28, 1982,and will feature comvouters and vnerinherials, 





Another promotional vehicle for expanding U.S. exports to West Germany and 
Europe will be a special export seminar for U.S. businesspeople to be held 
during the Hanover Fair in 1982, organized for the third time by the Hanover 
Fair Authority and the U.S. Department of Commerce through its Foreign 
Commercial Service 9ffice in Bonn. 


Also, under the Department of Commerce-sponsored Foreign Buyer 
Program ("FBP"), the Foreign Commercial Service in Bonn and in 

the American consulates general in the Federal Republic of Germany 
will be organizing foreign buyers' trips to 35-40 selected U.S. 
fairs in 1982. Each trip will involve between 15-120 German business 
representatives. Products featured at these fairs will include 
clothing, textiles, computers, sporting goods, carpets and rugs, 
hardware, machine tools, construction equipment, coal and mining 
equipment, audiovisual equipment, and general merchandise. Other 
U.S. fairs scheduled for such visits include heating, refrigeration, 
air-conditioning, food processing, dental equipment, boats, hunting 
and sporting arms, gifts and luggage. 


For further information, interested persons should contact the 

nearest District Office of the U.S. Department of Commerce, or the 
Foreign Buyer Program, Office of Export Marketing Assistance/ITA, U.S. 
Department of Commerce,Washington, D.C. 20230; telephone 202-377-2256. 





